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ABSTRACT 
Small and medium-sized enterprises (SMEs) need to develop 
and sustain their competitive advantage in an order to compete 
in increasingly dynamic and complex business environment. 
One way for these jrms to sustain their competitive advantage 
is through upgrading their skills and knowledge. Small and 
medium-sized enterprises can acquire the skills and knowledge 
that can make them become more competitive as well as 
innovative by becoming learning organizations. However, the 
literature indicates that limited attempts have been made to use i l '  
I 
,, ,,. 
the concept of learning organization as a way of developing ,I,:li ". , 
..[I. 2 
SMEs. This paper initiates an attempt to describe and explain ,,, . ,,. , .. . '  ,,. ,.,, 
t,,';: :,, 
,,, ,. ,, 8. 
how SMEs can be developed as learning organizations. .. .,, 
INTRODUCTION 
In order to compete successfully in an increasingly competitive 
business environment, small and medium-sized enterprises 
(SMEs) need to develop their competitive advantage. The 
literature highlights distinctive capabilities as an important source 
of competitive advantage for SMEs. However, the review of past 
studies suggests most SMEs lacked distinctive capabilities. 
7 
Findings of previous studies appear to indicate that SMEs faced 
many problems and constraints that affected not only their 
business operations but also their abilities to compete. In addition, 
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an analysis of the findings of these studies seems to suggest that 
SMEs lacked the distinctive capabilities to help them overcome 
the various problems and constraints that they faced (Hashim, 
2007). 
i 
Business organizations, particularly SMEs , need some forms 
of distinctive capabilities to help them sustain their business 
operations as well as copein their business environment. Distinctive 
capabilities or competencies refer to firms having some resources, 
skills, knowledge, activities or capabilities that are superior to their 
rivals (Thompson & Stsickland, 1987; Stoner, 1987). For SMEs to 
develop their distinctive capabilities, they need to seek as well as 
upgrade their skills and knowledge (Grant, 1991 ; Barney; 1991 ; 
Graig & Grant; 1993; Hall, 1993; Kay, 1993). 
The literature further emphasizes that a h ' s  ability to acquire 
skills and knowledge would depend on its ability to learn (DeGeus, 
1988). Findings of prior studies have shown that by becoming 
learning organizations, firms can not only develop their various 
skills and knowledge, but also become more competitive as well 
as innovative (Argyris, 1977; Fiol & Lyles, 1985; Stata, 1989; 
Senge, 1990; Garvin, 1993; Gibb, 1996). 
Despite the relevance and applicability of the concept of learning 
organization, limited attempts have been made to adopt this 
important concept to address the issue of lack of distinctive 
capabilities related to inadequate skills and knowledge among 
SMEs. In view of this gap, this paper proposed that SMEs be 
developed as learning organizations. This paper is written based 
on the general idea that the development of skills and knowledge 
in organizations begins and ends with learning. Without learning 
or having the ability to learn, firms will not only be unable to 
acquire new skills and knowledge but they also tend to use old 
ineffective as well as inefficient business practices. 
More importantly, by becoming learning organizations, SMEs 
can acquire theskills and knowledge that they need to build their 
distinctive capabilities as well as their competitive advantage. 
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Moreover, developing SMEs as learning organizations is crucial 
in ensuring their steady and healthy growth, particularly in the 
Malaysian context. 
This paper provides some insights into developing SMEs as 
learning organizations. The paper is divided into five sections. 
The following Section Two begins by examining the evidence 
of the lack of skills and knowledge among SMEs as documented 
in previous studies. Next, Section Three explains briefly the 
concepts of learning and learning organizations. Section Four 
describes SMEs as learning organizations. The conclusion of 
the paper is presented in Section Five. 
Inadequate Skills and Knowledge among SMEs 
A number of prior studies have verified that SMEs encountered 
a variety of problems which affected not only their business 
operations but also their performance. These studies identified 
not only a number of recurring problems but also indicated 
that these problems resulted from their lack of capabilities that 
are related to insufficient slulls and knowledge. Put in another 
way, the underlying problem of SMEs seems to be that they 
lacked skills and knowledge. The following section presents and 
discusses briefly the skills and knowledge that SMEs lacked as 
highlighted in previous studies (Hashim, 2007; 2005; Hashim 
& Wafa, 2002; Huang & Brown, 1999; Longenecker, Moore & 
Petty, 1994; Megginson, Scott & Meggionson, 1991; and Pickle 
& Abrahamson, 1990). 
Lack of Management Expertise 
Of the numerous studies that investigated the interrelated causes 
of small business failures, the most common cause identified 
was the la k of skills and knowledge in management. Findings ? 
of the studies by Haswell and Holmes (1989), Bates and Nucci 
(1989) and Watson and Everett (1996) found most cases of 
small business failures were strongly associated to management 
inadequacy such as deficient or no accounting records, limited 
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access to information, deficiency in accounting knowledge, and 
lack of management advice. 
InsufJicient Financial Resources 
d 
Another common problem faced by small businesses involved 
insufficient financial resources. Inadequate financing among 
small businesses is often due to inadequate initial capital outlay 
and misuse of funds. Inadequate initial capital and lack of 
financing due tomisuse of funds are the other two notable common 
causes of failure among the small firms. More frequently than 
not, both these causes will result in over borrowing by the small 
businesses. Unfortunately, the consequences of over borrowing 
from external sources of financing can be most disastrous for 
the small firms. Lack of financing is normally an indication of 
poor financial planning and management with the end result of 
business failure. 
Competition 
Inability to cope with competition is the other difficulty 
frequently encountered by small businesses. For example, small 
and medium-sized grocery stores may be run out of business by 
the advent of more competitive and efficient chain, supermarket 
or hypermarket competition. In the same manner, small and 
medium manufacturing firms producing goods for a given 
number of local customers might also confront new, efficient, 
and well-financed competition from foreign firms. However, 
if an existing ,manufacturing firm is being managed efficiently 
and effectively, it can become a tough opponent for any type of 
competitor. 
Business Location 
Unsuitable business locations have also been often cited 
as one of the reasons that affect the performance of SMEs, 
particularly among those involved in the retail business. For 
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instance, in Malaysia, it is common to find three or four similar 
small retail establishments opening in succession in a given 
shopping complex or center within the space 'of one year. This 
situation usually creates close rivalry and will result in business 
discontinuance. The failure of each business, in part, is most 
likely due to the choice of location. Selection of a successful 
location is critical for a retailer and it requires some form of 
strategic considerations. Nevertheless, it is evident that many 
small business owners tend to locate their businesses without 
thorough study, careful planning, and adequate analysis of their 
external business environment. 
Rapid Expansion 
Attempting to expand a business too rapidly has also been 
identified as a common cause of failure among SMEs. Striving 
to grow at a rapid rate can put great strain on the financial and 
human resources of the small businesses. A small business 
should expand carefully and wisely. Importantly, the business 
expansion should be funded soundly, preferably from retained 
earnings or capital contributions of owners and shareholders. 
As an example, during business prosperity, with reasonable 
certainty of continued demand and favourable business 
conditions, a small manufacturer might be able to successfully 
expand physical facilities through loans. In any case, business 
expansion calls for careful advance financial planning. More 
significantly, an expanding business should never be burdened 
with heavy debts. 
Definitions, Phases and Levels of Learning 
The literature abounds with definitions of learning. A review 
of the liprature and research on learning reveals there is still 
no agreement as to what precisely constitutes learning. The 
literature shows that different authors and scholars have their 
own perceptions and adopt various definitions of learning. 
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According to Hedberg and Wolff (2003), most theories of 
learning developed from cognitive psychology and were built on 
the understanding of how people learn their cognitive systems. 
These authors further indicated that traditional leahing theory 
defines learning as the change in the response made to the same 
stimulus. In short, the traditional learning theories and models 
were mainly based on the process of how humans react and 
respond to stimuli. 
In general, learning is viewed as the human process by which 
skills, knowledge, habit and attitude are acquired and altered 
in such a way that behaviour is modified. In addition, learning 
occurs when people assimilate new information, learn from 
their mistakes, produce good ideas and make attempts to put the 
good ideas into actions in their daily lives. 
Kolb (1976) and Kim (1993), among others, offered some the 
earliest workable definitions of learning. For instance, Kolb 
defined learning as a process whereby knowledge is created 
through the transformation of experience. In the case of Kim 
(1993), the scholar stressed that learning encompasses the 
following two activities: 
1. The acquistion of skills or know-how, which implies the 
ability to produce some action. 
2. The acquistion of know-why, which implies the ability to 
articulate a conceptual understanding of an experience. 
In short, based on the review of the various definitions of learning 
presented in the literature, it can be generally concluded that 
learning is a process in which individuals gain skills, knowledge 
and insights that can affect their behaviour and actions. 
When viewing learning organization as a process, scholars and 
experts have also attempted to make a distinction between the 
different phases of the learning process. Pawlowsky (2003) 
described the process phases of learning in terms of four steps 
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the way the organization learns and how it goes through the 
different process phases and levels of learning. Organizations 
that go through the different process phases and acquire skills, 
knowledge and insights at all three levels of learning process are 
1 known as learning organizations. 
Defining Learning Organization 
Areview of the literature indicates not only numerous definitions 
of learning organizations presented by various authors but also 
different perspectives introduced over the years. Of the many 
definitions, Senge (1990) offered one of the most popular 
conceptual definitions of a learning organization. In Senge's 
view, "a learning organization is a place where people are 
continually expanding their capacity to create the results 
they desire, where new and expansive patterns of thinking are 
nurtured, where collective aspirations are set free, and where 
people are continually learning to learn together." 
According to Pedler, Burgoyne and Boydell (1993), the concept 
'learning company' or 'learning organization' evolved from the 
socio-technical system approach that viewed organizations as 
organisms with learning ability. These authors defined a learning 
organization as having the ability to facilitate learning for all its 
members as well as to transform itself. 
Garvin (1994) viewed a learning organization as an organization 
that is skilled at creating, acquiring and transferring knowledge 
and at modifying its behaviour to reflect new knowledge and 
insight. According to Garvin, learning organizations are skilled 
at five main activities that include: 
1. Systematic problem solving; 
2. Experimentation with new approaches; 
3. Learning from their own experience; 
4. Learning from best practices of others; and 
5.  Transfemng knowledge quickly and efficiently throughout 
the organization. 
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In addition to being able to describe what a learning organization 
is, it is also important to know and understand the set of 
assumptions about the way learning organizations should be 
managed. For this purpose, it is useful to review a number 
of assumptions which underpin a learning organization. The 
underlying core assumptions of a learning organization include 
the following: 
1. People in the organization should be viewed as useful 
sources of ideas. 
2. The best ideas in the organization should come from those 
closest to the problems. 
3.  Learning should be viewed as a whole (learning flows up 
and down the organization). 
4. Nothing should be considered sacred in the organization 
(except for the governing vision and values). 
5 .  Open dialogue in the organization should be viewed as 
the way to improve ideas. 
6 .  The more information transferred to the people the better 
it is. 
7. New ideas are considered valuable. 
8. Mistakes in the organization should be viewed as 
opportunities to learn. 
Apart from the need to understand the assumptions listed above, 
it is equally important to know the important components of 
organizational learning. The four important components 
are learning contexts, types of learning process, values, and 
management practices. These components are important for 
developing a learning organization. The section below briefly 
explains each of these components. 
Contexts of Learning 
f 
Acquiring skills and knowledge through learning in a learning 
organization occurs in two different contexts; the external 
context (the firm learns from its relationships with its external 
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environment) and the internal context (the firm learns from 
within its internal environment). 
Types of Learning 
In order to acquire skills and knowledge in both the contexts, 
a firm needs to adopt at least two important types of learning 
processes. The two types are adaptive learning and generative 
learning (Gibb, 1996). First, in the context of the adaptive 
learning process, (which occurs continuously), the firm learns 
how to survive by coping with the changes occurring outside its 
immediate environment. Second, the generative learning process 
(which embodies the capacity to learn from past experience 
and others) involves reviewing and assessing the firm's past 
successes and failures as well as observing the experiences of 
others (such as the customers, the other companies, and the 
other stakeholders). 
Management Practices 
Apart from the need to adopt the above important learning 
processes, the organization also has to employ management 
practices that focus both on its internal as well as external 
environment. Among the important internal management 
practices of a learning organization are: 
1. Openness. Learning requires that managers be truly open 
to the widest possible range of perspectives in order to 
identify trends and generate choices. 
2. Systematic thinking. The ability to see connections 
between issues, events, and data points - the whole rather 
than its part. This means framing structural relationships 
that resemble dynamic networks, as opposed to static, 
patterned interactions or relationships predicted on one's 
position in the hierarchy. 
3. Creativity. The most widely and readily acknowledged 
but also the most difficult to develop. Two aspects of 
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specifically, the development of learning organizations involved 
specifics underlying core assumptions and critical components 
such as learning contexts, learning processes and management 
practices. Accordingly, having gained the insights into the 
building blocks of learning organizations, the following section 
explains how to develop SMEs as learning organizations. 
Developing SMEs as Learning Organizations 
As indicated earlier, SMEs need to develop their distinctive 
capabilities in order to help them overcome their problems and 
cope with their business environment. A small firm must know not 
only what the environment wants and what it has to offer but also 
understand what it needs and what the environment can provide. 
For SMEs to do all these, they need to build their distinctive 
capabilities through acquiring the necessary skills, knowledge 
and insights. One of the ways in which SMEs can acquire the 
skills, knowledge and insights needed to develop their distinctive 
capabilities is by attempting to become learning organizations. 
Apart from being able to upgrade their skills, knowledge and 
insights as well as improve their distinctive capabilities, by 
becoming learning organizations, SMEs will also become more 
competitive and innovative. However, for SMEs to become 
learning organizations, their owners and managers must be 
willing to be deeply involved and committed to the idea. 
Learning organizations are not and cannot be created overnight. 
Owners and managers of SMEs must know that the creation 
of a learning organization involves a long time and hard work. 
Furthermore, the owners and managers must realize that to 
become learning organizations, their firms will also have to 
go through certain processes as well as make and adapt to 
changes. 
As starters, these firms will have to take the following steps. First, 
they have to change their mindsets, especially their thinking in 
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terms of managing their firms. Second, they have to find ways 
and means to harness the tremendous amount of experience 
and contextual knowledge that already exists within their firms. 
Third, they need to identify the new assumptions underlying 
the way learning organizations should be created and managed. 
The new assumptions involve the purpose, leadership, structure, 
human resources, and work processes in the organizations. Their 
ability to become learning organizations would be influenced 
by the interrelationship of these assumptions. The following 
section discusses briefly each of the assumptions. 
1. Organizational Purpose 
Each small firm that aspires to become a learning organization 
needs to have a purpose. The purpose should include having a 
clear vision, mission and values. The qwners of a SME must 
develop a clear vision and mission of its goal to ensure that 
its members (managers and employees) know the direction in 
which their learning efforts need to be focused. In doing so, 
SMEs also need to create organizational values that are useful 
in guiding the behaviour of the managers and employees to 
achieve the goals that have been established. 
2. Organizational Leadership 
As leaders, owners of SMEs should provide supportive and 
effective leadership in their organizations. They should also focus 
on innovation and transformation. More importantly, as leaders 
of the organizations, they should demonstrate themselves as 
innovators and transformers. They should explore new solutions 
and opportunities for their firms to prosper. The emergence 
of new oq more effective technologies, rapid communication 
and transportation demand that SMEs owners and managers 
understand as well as be able to coordinate ever larger amounts 
of activities faster. 
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3.  Organizational Structure 
A learning organization needs a fluid and evolving organizational 
structure to facilitate the learning process. In such organizational 
structure, systems and processes can be easily linked to each 
other. In view of this requirement, small and medium-sized 
enterprises should not attempt to adopt unfamiliar structures. 
Instead, they should focus on establishing an organizational 
structure that can help them to not only coordinate the various 
systems and processes but also develop relationships as well as 
networks between individuals and groups in the organization. 
4. Human Resources 
One of the most important components of a learning organization 
is human resources. As such, the focus on developing people 
in the small firms should be continuous and given priority. 
Owners and managers of SMEs should stress on providing the 
opportunities for people in the organizations to learn directly 
from their work experience. By doing so, the people in the 
organization can learn and acquire the skill and knowledge as 
well as gain insights from their work experience. 
5.  Work Process 
The work processes in SMEs should be developed in such a way 
that they can cope with the challenges found in the competitive 
business environment. The work processes should promote a 
systematic view of the organization, incorporate systematic 
problem-solving techniques, allow for experimentation, 
encourage learning from others, as well as share the learning 
experience. 
CONCLUSION 
Based on the literature, this paper attempted to provide some 
insights into developing SMEs as learning organizations. The 
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paper began by highlighting the concerns of lack of skills, 
knowledge and distinctive capabilities among S.MEs. Following 
h s ,  the concepts of learning and learning organizations were 
explained. In the paper, the need for SMEs to become learning 
organizations was also elaborated. 
In addition, the paper explained the important components of 
learning organizations and the way in whlch SMEs can become 
learning organizations. Finally, the paper suggested that owners 
and managers of SMEs must be willing to go through the process 
of learning as well as make and adopt the necessary changes they 
need in order to become learning organizations. 
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